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has been increasing consis- 
tently since the end World War II. 
Gross farm income has fluctuated but has 
tended increase during the same period. 
Farm costs have increased substantially 
more rapid rate than gross income, causing 
net income farmers trend downward. 
This downward trend net income was 
halted temporarily 1958, unusual set 
circumstances resulted substantial in- 
crease net farm income. 1959, the same 
forces were not operative and considerable 
part the gains achieved 1958 were lost. 
This poses the question what can 
anticipated making plans for 1960. 

Although one has the ability foresee 
the future accurately, much information 
available that helpful making plans for 
the coming year. the purpose the Out- 
look Conference sponsored the De- 
partment Agriculture summarize perti- 
nent information this type and make 
available all interested individuals. The 
subsequent material resume informa- 
tion presented the Conference that 
particular interest farmers and others 
the Tenth Federal Reserve District. 


Demand Strong 


Aggregate demand for farm products 
composite domestic demand and foreign 
demand for these products. During the past 
decade, roughly tenth United States 
farm output was exported. For some com- 
modities such rice, soybeans, tobacco, 
wheat, and cotton, the export market much 
more for from 


OUTLOOK 


per cent total production during the 
1957-58 marketing year. For other commodi- 
ties, the export market significance. 

Domestic demand for food throughout the 
postwar period has been strong because 
population growth and the persistent rise 
real income consumers. All evidence points 
toward continued strong demand for 1960. 
Population continuing grow and fur- 
ther rise consumer income prospect 
for this year. was concluded the Out- 
look Conference that the upward trend 
business activity likely continue 
major wage bargaining difficulties arise. 
Under these circumstances, likely that in- 
come will rise more than prices. Thus, pur- 
chasing power 1960 expected reach 
new high. Economic activity through the year, 
however, expected variable, with some 
sectors the economy probably not partici- 
pating the increased activity. 

According Outlook analysts, higher con- 
sumer incomes are likely translated into 
higher purchasing power for the average con- 
sumer. Prices general are expected rise 
slightly, with somewhat lower food prices 
tending offset increases elsewhere. Ex- 
penditures for durable goods and services 
should rise about line with the gains 
income, while spending for nondurables, in- 
cluding food, may not rise much income. 
Higher outlays business and government 
should reinforce these rising consumer de- 
Although the economy may not grow 
rapidly this year 1959, the rate 
growth may exceed the long-term rate 
about per cent annually. 

The present export situation optimistic. 
This optimism based renewed strength 
that evident both the export 
trade and total world trade. Agricultural 
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exports for the 1959-60 fiscal year are expected 
reach billion. Such level farm ex- 
ports would the third highest history— 
exceeded only the $4.7 billion level 
achieved fiscal 1956-57 and that $4.1 
billion fiscal 1951-52. Thus, appears that 
total demand for farm products should 
maintained record levels this year. 


Supplies Huge 


Despite the favorable demand situation that 
has prevailed recent years, farm prices 
have trended downward because burden- 
some supplies. Farm output has been rising 
more rapid rate than has the market for 
farm products. The results have been lower 
prices the farmer, larger Government 
stocks farm products, and lower retail 
prices food consumers than would have 
prevailed with less rapid rise farm output. 

During the farm output increased 
average annual rate about per 
cent. 1959, new record high was estab- 
lished, slightly above the enormous output 
1958, and per cent above the 1947-49 aver- 
age. The Conservation Reserve program, 
which retired 22.4 million acres from produc- 
tion, prevented farm output from being even 
larger, since yields the leading farm crops 
have been increasing rapidly. the other 
hand, feeding efficiency for most kinds 
farm animals has increased less rapidly than 
crop yields. However, substantial gains 
broiler production per unit feed and large 
supplies feed available for all animals sug- 
gest the possibility further large increases 
output livestock products. 

These trends production indicate that 
supplies farm products are likely remain 
ample for least the next few years. Tech- 
nological innovation and increased efficiency 
are likely maintain output high levels 
relation demand. Favorable long-term 
trends demand may not prevent periods 
surpluses and lower prices. 


Prices Down 

1959, prices received farmers aver 
aged about per cent lower than 1958, 
Largest declines were for hogs, broilers, and 
eggs. While hog prices may not drop below 
the levels last fall, they probably will 
main relatively low through the year. 
prices may decline moderately marketings 
increase. Most grain prices are expected 
average somewhat lower. Modest reductions 
price supports for few commodities also 
will tend depress the index. Some 
ment dairy product, poultry, and egg prices 
expected temper the decline the over 
all index. Currently, the best judgment that 
the index prices received farmers will] 
average somewhat below 1959 levels this year. 


Costs 


Although prices farm products have 
trended downward recent years, most other 
prices have continued creep upward. This 
has increased farm production costs well 
costs processing, storing, transporting, 
and selling farm products. The combination 
increasing costs and declining prices for 
products sold was responsible for the 
ward trend farm income. 

The rise farm costs may tapering off. 
The index prices paid farmers for 1959 
averaged per cent higher than 1958. 
the latter part the year, however, the index 
was only about per cent above year-earlier 
levels. the past year, most the price de- 
clines for items farmers buy were for the 
farm-produced items. Prices most 
trial items, wages, interest, and tax rates 
continued rise. expected that prices 
industrial goods will continue creep 
this year. Even though further declines are 
anticipated for farm-produced items, the index 
prices paid whole may average little 
higher than 1959. 

the index prices paid farmers aver- 
ages higher, total farm production expenses 
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probably will increase more rapid rate 
than prices paid. recent years, total farm 
roduction costs have tended increase more 
rapidly than has the index prices paid 
farmers. This tendency likely continue 
because the trends toward production 
commercial farms and toward specialization 
result increased amounts goods and 
services purchased from industry and in- 
creased volume feed and livestock transfers 
among farms. 


Income Down 


Realized net farm income dropped more 
sharply during 1959 than was anticipated 
year ago. This year, cash receipts from meat 
animals and wheat are likely average lower 
than 1959. Cash receipts from crops, other 
than wheat, may average about the same 
1959. the other hand, those from the 
sale milk and eggs may somewhat— 
partly offsetting the declines from other 
sources. 

Total production expenses are expected 
moderately, indicated previously. 
these estimates cash receipts and pro- 
duction expenses are approximately correct, 
realized net income for agriculture will de- 
cline again this year. The Department 
Agriculture has estimated that the decline may 
about half large the decline that oc- 
curred from 1958 1959. Such decline from 
1959 levels during 1960 would result total 
realized net income for farmers this year be- 
ing the lowest levels since 1942. Income 
per farm, however, would higher 1960 
than 1942 under these assumptions because 


there now are fourth fewer farms than 
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TOTAL WHEAT supplies for the mar- 
Wheat year beginning July 1959, 
were alltime record high 2,415 mil- 
lion bushels. sharp increase carryover 
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from the huge 1958 crop more than offset 
per cent reduction the 1959 crop. Yields 
per harvested acre last year 21.3 bushels 
were below the 1958 record high 27.4 
bushels, but still the third largest record. 
Production 1,128 million bushels 1959 
was fourth less than the record crop 
1958, but per cent above the 1948-57 aver- 
age. 

Domestic disappearance for this marketing 
year estimated about the same the 
629 million bushels for the 1958-59 market- 
ing year. Exports are likely somewhat 
smaller this around 425 mil- 
lion bushels. 

these estimates supply and disappear- 
ance prove substantially correct, the 
carryover July 1960, will about 1,361 
million bushels. This new record 
high per cent above the preceding record 
1,279 million bushels July 1959. With 
the minimum national allotment million 
acres effect for 1960, and with 1956-59 
average yields, the carryover July 1961, 
may about another 170 million 
bushels from the estimated July 1960, 
record high. 

Wheat prices have been higher than usual 
relative support levels during the first half 
this marketing year. Since prices have risen 
near above the effective support level, 
further advances may less than usual. 
Prices may display some temporary weakness 
times. The market strength reflected dur- 
ing the first half the marketing year may 
result slightly higher average prices 
farmers than the $1.72 for the 1958-59 mar- 
keting year, even though the support price 
for the 1959 crop was down cent. The “ad- 
vance” minimum support price announced for 
this year’s crop $1.77 per bushel, cents 
less than last year’s support level. This mini- 
mum will not reduced, but may in- 
creased the parity price wheat higher 
the beginning the 1960 marketing year. 
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THE for the 
marketing year beginning August 
1959, estimated 23.7 mil- 
lion bales, increase 3.4 million bales 
from the preceding year. The increase was 
caused larger acreage and record-high 
yields. Ending the acreage reserve program 
and institution the Choice support pro- 
gram, which permits individual farmers 
increase their regular allotment specified 
percentage they accept per cent lower 
level price support, caused the increased 
acreage planted cotton 1959. 

Demand for United States cotton ex- 
pected stronger both the domestic 
and export markets. higher level eco- 
nomic activity and replenishment textile 
stocks are expected result domestic 
consumption about million bales. Export 
demand may twice last export 
volume 2.8 million bales. these demands 
are realized, utilization and 1959 production 
will about equal. Thus, carryover stocks 
will tend remain about the same. 

Wool production the United States in- 
creased about per cent 1959. Apparel 
wool production was about 
pounds. Imports were sharply during the 
year—being around 120 million pounds. 

Activity the domestic wool industry in- 
creased last year and expected remain 
near the higher levels late 1959 through 
this spring. The incentive price level for the 
1960 season has been set cents per pound 
for shorn wool, which substantially above 
both domestic and world prices. 


Cotton 
and Wool 


FoR THE MARKETING year beginning 
Feed October 1959, supplies feed grains 

and other concentrates will total 
around 265 million tons. This will new 
record high—18 million tons, per cent, 
above last record. This the seventh 
consecutive year steadily increasing sup- 
plies, and quantities now available are al- 


most 100 million tons larger than they were 
the beginning this 7-year rise. Corn and 
sorghum have been largely responsible for the 
sharp increase supplies. 

Utilization feed grains and other feed 
concentrates also has increased during this 
period, but less rapid rate than has pro- 
duction. Consequently, carryover stocks have 
increased sharply and now are about times 
larger than the beginning the 7-year 
rise supplies. The large supplies feed 
grains, combined with somewhat lower antici- 
pated prices, will strong inducements for 
continued increase utilization this year. 

The 1959-60 hay supply down about 
per cent from last record, but above 
the 1953-57 average both total and 
per-animal-unit basis. Hay supplies are ade- 
quate most areas, but will short parts 
the northern Great Plains and mountain 
Although grazing conditions have been 
good most areas, generally they not 
compare with the favorable conditions that 
prevailed 1958 and early 1959. 


PRODUCERS HAVE BEEN expanding 
meat animal production since 1958. 
Thus, slaughter and meat 
tion this year will show gain over 1959 
levels. Some increase cattle slaughter 
seems almost assured. Hog production may 
turn downward the latter part the year, 
and the total number slaughtered may 
about the same last year. Sheep and lamb 
slaughter likely show modest gain 
line with the uptrend numbers hand. 
Total red meat production probably will 
set new record high this year, little larger 
than the 28.1 billion pounds produced 1956. 
Per capita supplies, however, will lower 
this year than 1956 because population 
growth. anticipated that per capita sup- 
plies this year will about 161 pounds—up 
about 2.5 pounds from 1959. Most the in- 
crease will accounted for increased 
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beef production. Per capita consumption 
beef will likely about pounds, the third 
highest record—being exceeded only 
1956 and 1957. Pork consumption per 
capita basis probably will little lower 
than last year’s pounds, while lamb and 
mutton consumption may slightly. 

Cattle numbers are expected continue 
upward through the year. Average slaughter 
weights for cattle may little lower than 
the 1959 record level. The continued with- 
holding cattle from slaughter for building 
herds and somewhat lighter slaughter 
weights will tend prevent the increase 
beef output this year from becoming unduly 
large. 

Prices cattle rose steadily from late 1956 
early 1958, leveled out from mid-1958 
mid-1959, and declined during the latter part 
1959. Although part this decline can 
attributed seasonal factors, the drop 
prices was somewhat more severe than would 
normally expected from seasonal forces 
alone. Cattle prices likely will continue 
drift down this year the rate buildup 
numbers declines and slaughter increases. 

Hog production and slaughter increased 
sharply 1959. Increased supplies pork 
caused hog prices average about per 
hundredweight below the favorable levels 
1958. Pork production expected remain 
large this year. Fall farrowings 1959 were 
estimated have been around per cent 
higher than for year earlier. Since these 
farrowings will determine slaughter during 
the first half this year, pork production for 
this period should larger than during the 
first half 1959. The spring crop this year, 
which will provide most next pork 
supplies, estimated about per cent 
smaller than the 1959 spring crop. Thus, pork 
production the latter part the year 
likely lower than for comparable year- 
earlier periods. 


These large supplies pork will tend 
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hold hog prices near present levels through 
the winter and spring. fall, prices may in- 
crease moderately above the levels that pre- 
vailed during the fall months 1959. the 
other hand, the huge corn crop encourages 
farmers maintain spring farrowings, prices 
could remain low through the year. 

Sheep and lamb numbers have been in- 
creasing during the past years. This expan- 
sion has been encouraged some improve- 
ment range conditions, the wool incentive 
program, and higher prices for meat ani- 
mals generally. addition the increase 
numbers, production per animal also has been 
increasing because heavier slaughter 
weights, higher lambing rates, and lower 
death losses. Lamb and mutton production 
this year expected enough pro- 
vide each consumer with fractionally more 
than the 4.5 pounds that were available last 
year. Prices are expected average about 
the same this year 1959. 


has declined 
slightly during the past years, 
primarily consequence the 
rise beef cattle prices relative milk 
prices. The switch toward beef production 
caused numbers milk cows decline more 
rapidly than output per cow increased. With 
decline beef prices prospect within the 
next few years, less rapid decline num- 
bers milk cows, along with the continued 
sharp increases anticipated output per cow, 
may result large enough increase pro- 
duction cause surpluses again few years 
hence. 

For this year, however, probable that 
production will not increase rapidly 
population growth. Thus, per capita supplies 
milk products will less than last year. 
With consumer incomes record-high levels, 
retail prices milk and most milk products 
can expected rise. Farm milk and but- 
terfat prices should benefit from this strength 
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and the average price received farmers 
should above the 1959 average. 


THERE ARE INDICATIONS that con- 
ditions the poultry industry 
may improve somewhat this year. 
After last year’s chaotic conditions, any indi- 
cations adjustments toward equilibrium 
are welcome. now appears reasonable 
assume that the aggregate output eggs and 
poultry meat this year will little, any, 
above last year’s levels. Although conditions 
the poultry industry can change rapidly, 
now appears that egg production may 
down somewhat, broiler production slight- 
ly, and turkey production about the same 
1959. 

Demand for eggs apparently has been de- 
clining recent years, so, despite lower per 
capita supplies and record incomes, only 
moderate rise egg prices anticipated. 
Current analysis indicates that broiler pro- 
duction will lower the first half the 
year. fact, production may down enough 
result price increases sufficient mag- 
nitude induce expansion output 
the latter part the year. that event, per 
capita supplies for the year whole may 
equal slightly exceed 1959 levels. Prices, 
however, probably will average slightly high- 
for the year whole because 
stronger demand. Turkey prices are likely 
average about the same this year last year. 


Eggs and 
Poultry 


Implications for Tenth District 


Although agriculture the Tenth District 
diversified, approximately two thirds all 
cash receipts from farm marketings come from 
meat animals and wheat. Thus, the outlook 
for these commodities will particularly 
significant appraising this year’s potential 
for District states. 

pointed out previously, according the 
analysts the best available information indi- 
cates that meat animal prices this year will 


average lower than last levels. Produc- 
tion, the other hand, will larger, that 
increased volume marketings will tend 
mitigate the influence the anticipated lower 
level prices. The net result likely 
moderately lower level cash receipts from 
the sale meat animals District states. 
The change cash receipts from the sale 


wheat for this year compared with 1959 
more difficult evaluate, since will 
determined largely this year’s production. 
The acreage planted wheat the District 
for harvest this summer about the same 
year earlier. Moisture conditions for the 
crop are highly favorable most parts the 
region. the other hand, late planting com- 
bined with record-low temperatures early 
the season have prevented the crop from at- 
taining normal top growth. This desirable 
from the viewpoint minimizing the dangers 
mosaic disease damage, but has caused 
some concern expressed about soil blow- 

ing and winter date, there little 
indication that the crop has been damaged. 
Barring unusually severe weather conditions 
this spring, production may higher the 
areas that suffered heavy mosaic damage 
1959. With the “advance” minimum national 
average support price $1.77 per bushel that 
has been announced for this crop, 
somewhat higher production likely 
necessary cash receipts from wheat sales 


For District agriculture whole, cash 
receipts from farm marketings are likely 
moderately lower this year unless condi- 
tions are more favorable than appears prob- 
able the basis current conditions. 
the trend costs continues upward, was 
indicated the Outlook Conference, net in- 
come also likely somewhat lower than 
last year’s levels. However, should remain 
substantially more favorable for many farmers 
the District than the extremely depressed 
levels 1956 and 1957. 


Changing Patterns 


Economic Expansion 


URING THE WEEKS immediately following 

the resumption steel operations, the 
pace economic activity again quickened. 
Steel production recovered much more rapid- 
than expected the ingot rate literally 
jumped about per cent capacity 
period one month. Reflecting this re- 
markable recovery, preliminary estimates 
manufacturing output for November held 
the October level, despite intensified shortages 
several steel-using industries. Finally, then, 
after the longest steel work stoppage rec- 
ord, men were back work and prospects 
for fuller Christmas season were evident 
the steel centers. 

contrast, the situation November and 
early December was not bright for many 
those earning their livelihood the metal- 
fabricating industries. During the prolonged 
strike, steel supplies had been reduced 
levels which were longer capable sus- 
taining production many lines. such in- 
stances, the return regular operations 
awaited the renewed flow steel signifi- 
cant proportions. major auto producer, for 
example, was unable resume volume as- 
sembly operations plants scattered across 
the country nearly mid-December. 

The last months 1959, accordingly, con- 
tinued reflect the fundamental distortions 
economic activity which had characterized 
most the earlier months. Also, the economic 
decisions consumers and producers could 
not guided solely the higher levels 
production, employment, and income induced 
the resumption steel production No- 
vember Uncertainties arising out the 
prospect that the strike might resume when 
the court injunction expires January 26, 
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1960, necessarily entered into calculations 
relative the near future. the same time, 
however, confidence generally remained high 
that the economy was pointed upward 
direction and that continued flow steel 
would make possible the realization record 
levels activity. 


Profile 1959 


Expansion the economy proceeded 
rapid pace during the first half 1959. 
general, the rate was comparable with earlier 
postwar recoveries from recessions. Gross na- 
tional product, real terms, rose per cent 
between the first quarter 1958 and the 
second quarter 1959. that time, was 
about per cent higher than the rate pre- 
vailing the previous peak 1957. 

Employment also reached new high 
mid-1959. Meanwhile, unemployment was re- 
duced more than million persons from the 
summer level 1958, despite substantial 
expansion the labor force. The unemploy- 
ment rate fell less than per cent the 
labor force, after accounting for seasonal 
variations. The rise employment, neverthe- 
less, was less than total activity, reason 
lengthened workweek and major im- 
provement output per man-hour—both 
which tend unusually large the earlier 
phases recovery periods. 

With the onset the steel strike July, 
the rate business activity began falter. 
the strike wore through summer and 
early autumn, the over-all performance the 
economy was increasingly beset with the lack 
steel and parts. During the third quarter, 
the annual rate real GNP declined 
nearly per cent. the main, this was due 
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CHANGE BUSINESS INVENTORIES 
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1957 1958 1959 
Querterly Totais, Seasonally Adjusted, at Annual Rates. 
SOURCE: Department Commerce. 


nonreplacement inventories used up. 

The ability draw upon large stocks 
permitted most metal-fabricating firms 
maintain activity through September, thus 
confining the employment and income ef- 
fects the strike primarily the segments 
directly involved. During October, the sec- 
ondary effects the strike became more 
widespread and early November the num- 
ber unemployed directly indirectly 
result the strike reached nearly million. 
mid-October, the unemployment ate, 
which excludes most persons strike, had 
returned per cent the labor force 
seasonally adjusted basis. 

The general level prices edged slightly 
upward during the year. Wholesale prices 
held steady falling prices for farm prod- 
ucts and processed foods tended offset 
higher levels for industrial commodities. Con- 
sumer prices continued rise and late 
1959 were about 1.5 per cent above year- 
earlier levels. The increase was due largely 
the persistent advance service prices and 
generally higher prices for nonfood com- 
modities. some extent, lower retail food 


prices offset the full effect other increases. 

suggested earlier, the decline GNP 
during the third quarter 1959 was caused 
primarily the change business inven- 
tories associated with the steel strike. This 
situation may seen rather clearly the 
record end-product demand, which ex- 
cludes the inventory component. Final pur- 
chases rose the third quarter 1959, con- 
tinuing the advance started early 1958. 

The rate advance, however, did taper off. 
gain about $5.5 billion was recorded, 
compared with increases ranging from bil- 
lion $10 billion the four previous quar- 
ters. part, the slowdown was caused the 
adverse effects demand created the loss 
income and the continued uncertainty at- 
tendant upon the steel and other strikes. Re- 
lated this development was the special 
stimulus given earlier the year employ- 
ment and income anticipatory steel buy- 
ing. addition the strike effects, however, 
more fundamental forces were also evident. 
The basic pattern demand was changing 
rather predictable manner activity 
continued expand from the cyclical low 
1958. Moreover, past experience suggests that 
the rate advance final demand less 
rapid later stages the upswing. 


Time Path Expansion 


The pattern demand and its relationship 
over-all developments the economy, 
needless say, require careful attention 
business conditions analysis. Changes the 
composition activity through time—during 
cyclical upturn for example reveal im- 
portant insights into the current situation and 
the near-term future. Such investigation 
requires, course, that temporary and extra- 
ordinary influences isolated from the basic 
forces endogenous the course develop- 
ments. While such identification must 
part the study business developments 
any time, particularly necessary now. The 
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steel strike, readily apparent, dominated 
major segments the economy during the 
greater part the year. Yet, should not 
permitted obscure the trend more basic 
developments. Thus, the task analysis may 
viewed twofold: identify the direct 
and, insofar possible, the indirect effects 
the steel strike, and trace the develop- 
ment major changes the pattern final 
demand. Inspection the data suggests this 
changes between the first quarters 1958 and 
1959 and changes occurring between the suc- 
cessive quarters 1959. 

First year recovery. With the comple- 
tion the first full year recovery the 
first quarter 1959, the over-all advance was 
substantially agreement with earlier ex- 
periences. Real GNP rose about the same 
proportion was recorded for the initial 
year recovery following the lows the 
two earlier postwar recessions. Since the con- 
traction phase had been more severe 1957- 
58, however,.the level performance 
creased somewhat less relative the prere- 
cession peak than 1950 and 1955. 

Such similarity, however, should not in- 
terpreted meaning that the patterns the 
recovery were anything more than broadly 
similar. Each recovery period was character- 
ized specific conditions major markets 
which made for individual differences. For 
example, the strength the inventory build- 
the early months 1959 reflected the 
possible interruption steel supplies. the 
same time, the decline net exports also was 
related special circumstances. 

broad terms, however, similarities the 
basic pattern expansion are evident. Con- 
sumer buying, housing construction, de- 
clining rate inventory liquidation culminat- 
ing accumulation, and government pur- 
chases were the sources market expansion 
the year ended with the first quarter 
1959. The first three factors, may noted, 
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had their parallels the first year the 
1954-55 recovery, while government purchases 
that period reflected the special circum- 
stances declining defense expenditures. 

Disposable personal income rose rather 
steadily after the first quarter 1958. Since 
the bulk income advance spent, per- 
sonal consumption outlays rose nearly per 
cent the opening quarter 1959. the 
absence significant over-all price changes, 
the physical volume consumption rose 
similar proportion. The recovery auto 
buying following the introduction 1959 
models the autumn 1958 was respon- 
sible for more than fifth the over-all gain. 
Meanwhile, consumer buying other durable 
goods maintained the rate which had 
returned during mid-1958. important part 
the strength this market, especially for 
major kitchen appliances, was due the high 
rate residential construction. 

other consumer markets, also, signs 
increased buying were plentiful. Purchases 
clothing the summer 1958 rose above 
1956-57 levels and outlays for food continued 
mount, despite some weakening food 
prices. Service expenditures continued in- 
crease, due rising prices and the rising 
demand growing number households. 

Residential construction increased sharply 
during the latter half 1958 and the first 
quarter 1959 was record level. 
1954, the Federal Government through legisla- 
tive and administrative actions early 1958 
moved stimulate the effective demand for 
new housing, Lowering down payments, rais- 
ing interest rate ceilings, extending the 
program, and supporting secondary markets 
made residential mortgages more attractive, 
especially the context easy monetary 
policy and prevailing conditions credit 
markets. The rise consumer spending and 
homebuilding combined accounted for about 
per cent the stimulus over-all econo- 
mic activity the first year recovery. 
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Changing Patterns Expansion 
Gross National Product 
Seasonally Adjusted Annual Rates Billions Dollars 


First 
Quarter 

1958 

Total 431.0 
Final purchases 437.9 
Personal consumption expenditures 287.3 
Durable goods 36.9 
Nondurable goods 139.5 
Services 111.0 
Fixed investment 59.3 
Residential construction 17.1 
Other construction 18.4 
Producers durable equipment 23.8 
Government purchases 89.3 
Federal 50.1 
State and local 39.2 

Net exports 2.0 
Change business inventories 


SOURCE: Department Commerce. 


Another per cent the gain GNP de- 
veloped response increased spending 
government. Although both the Federal and 
the state and local governments increased 
their outlays over the year ended with the 
first quarter 1959, the expansion Fed- 
eral outlays tapered off during the latter part 
that period. The leveling off was related 
decline nondefense expenditures. Civilian 
expenditures previously had increased sharply 
during 1958, largely because rise agri- 
cultural price support outlays. State and local 
outlays, the other hand, continued ex- 
pand and the opening quarter 1959 were 
about per cent above the year-earlier level. 
The gains centered school programs and 
highway construction, with the latter bol- 
stered the Federal-aid highway program. 

Business inventory developments, least 
prior early 1959, were the usual sort oc- 
curring recovery periods. After the upturn 
output the spring 1958, holdings con- 
tinued reduced, but the rate slackened 
materially. the final quarter 1958, small 
net addition was made and the succeeding 
quarter the rate accumulation rose sharply. 


First Second Third 
Quarter Quarter Quarter 


hange 1959 Change 1959 Change 1959 


26.2 464.1 474.1 +5.5 479.6 
6.6 303.9 +7.3 311.2 313.3 
41.3 44.1 43.6 
5.8 145.3 148.0 
117.4 +2.0 119.4 2.2 121.6 
63.6 67.0 +1.0 68.0 
21.9 23.1 22.6 

17.8 17.9 +.4 18.3 
23.9 2.1 26.0 +1.0 27.0 

97.4 97.7 +.7 98.4 

53.8 53.9 53.6 

43.6 +1.0 448 

3.0 +6.1 +104 


Over the year, changes business inventory 
holdings contributed about third the $39 
billion gain GNP. 

general, the pattern inventory be- 
havior was comparable with that the two 
preceding postwar business cycles. major 
part the increase inventories was cen- 
tered durable goods manufacturing indus- 
tries, which were also the primary sources 
earlier liquidation. Yet, while these indus- 
tries were encouraged rebuild holdings 
rising sales and new orders, they were also 
influenced the possible interruption 
steel supplies. This factor was apparent the 
heavy buildups primary and fabricated 
metal firms and machinery and transporta- 
tion equipment producers. 

The other major markets were weak dur- 
ing the first year recovery. Business ex- 
penditures for fixed investment continued 
drop through the third quarter 1958. Al- 
though outlays recovered modestly thereafter, 
the first quarter 1959 rate was less than year 
earlier and was nearly billion below the 
prerecession peak. Business fixed investment 
outlays showed less strength during recovery, 


just they had fallen more during recession, 
comparison with the 1953-55 cycle. 

Net exports also continued downward dur- 
ing the first year recovery. Merchandise 
exports which had been relatively stable 
1958 fell the early months 1959. Mean- 
while, merchandise imports continued the 
strong upward advance which began the 
second half 1958. While the rise imports 
was part associated with the recov- 
ery, also reflected stronger demand for 
variety consumer goods well special 
circumstances, such the rise petroleum 
imports anticipation mandatory quotas. 

The spring surge. the spring quarter, 
the over-all pace the economy continued 
advance sharply. More than $14 billion, 
annual rates, was added the first quarter 
volume GNP. While prices also rose, the 
national product was substantially real 
terms. With continued growth, the parallel 
between the 1958-59 advance and the two 
earlier postwar recoveries was maintained. 

The force the spring advance also 
brought sharp improvement labor markets. 
creased about 950,000 persons, sea- 
sonally adjusted basis, between March and 
June. During the same time, unemployment 
declined from nearly per cent less than 
per cent the labor force. Expanding out- 
put that period was accompanied more 
closely increased employment than had 
been the case earlier the recovery. 

the principal markets for goods and ser- 
vices, the pattern demand displayed both 
similarities and differences, when compared 
with the previous quarters. One the most 
striking factors the strength spring quar- 
ter demand was the stepped-up pace inven- 
tory accumulation. The rate accumulation 
soared annual rate about $10.5 bil- 
lion, compared with rates billion the 
first quarter and billion the fourth 
quarter 1958. While the need bring 
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stocks into better alignment with sales and 
orders was probably the dominant considera- 
tion the buildup, the prospect the steel 
strike was also important. Accumulations 
fabricated metals, machinery, and transporta- 
tion equipment producers were substantial. 
Yet, the magnitude stimulus engendered 
the uneasy steel situation cannot measured 
entirely the inventory reports steel- 
using industries. The spur accomplish 
little more—to secure more comfortable situ- 
ation, illustrated the increase new 
car holdings auto retailers—was widespread. 

That stimulus, interacting with continued 
expansion final demand, was undoubtedly 
associated with the spring improvement 
labor markets. employment spurted, 
also did wage and salary payments. re- 
sult, the second quarter gain disposable 
personal income was the largest the up- 
turn. It, turn, supported substantial in- 
crease consumer buying, which continued 
the mainspring the expansion. Gains 
both durable and nondurable purchases 
were the largest this cycle. Purchases 
autos and parts continued increase and rose 
more than $1.5 billion annual rates the 
second quarter, marking the first spring up- 
turn new car sales since 1955. Food pur- 
chases also continued expand. These, 
turn, were reinforced renewed gains 
household durables and clothing. 

Residential building also contributed 
further expansion, activity proceeded 
record pace. Yet, the rise homebuilding 
was clearly tapering off, much had the 
1954-55 recovery. Housing starts, sea- 
sonally adjusted basis, did not increase any 
further from the levels late 1958. Gains 
the value construction put place, how- 
ever, added the over-all rate GNP ex- 
pansion. 

the same time, business fixed investment 
showed new strength. Although the recovery 
continued moderate, the increase the 
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annual rate investment during the spring 
quarter was nearly twice the size the gain 
the opening quarter 1959. All told, the 
recovery fixed investment mid-1959 had 
regained only about half the previous de- 
cline. greater extent than earlier re- 
covery periods, the expansion capital out- 
lays was concentrated equipment pur- 
chases, with only rather nominal additions 
construction expenditures. This division 
spending probably was governed the more 
adequate margins industrial capacity, 
well the objective counteracting cost 
increases. The effect this development 
over-all capital expenditures undoubtedly 
major importance explaining their some- 
what slower recovery compared with the two 
earlier postwar recessions. 

The third quarter setback. Dominating the 
third quarter were the distortions arising out 
the steel strike. With loss steel produc- 
tion, inventory accumulation ceased and the 
stocks steel and steel-using industries were 
drawn down order sustain production. 
Thus, record peacetime rate inventory 
accumulation the spring quarter shifted 
one liquidation the third. The change 
terms its impact GNP was reduce 
activity about $11.5 billion, annual rates. 

While final demand continued rise, the 
rate increase slackened. The retrenchment 
employment and income due the strike 
was probably the major cause the slow- 
down, although other factors were also 
Consumer spending rose only slightly, 
primarily the strength service expendi- 
tures. Purchases autos and household dura- 
bles weakened only slightly from the second 
quarter, although the September-October pat- 
tern sales was strongly influenced the 
steel shortage. Likewise, consumer takings 
food and clothing were unchanged from 
spring quarter rates. 

Durable equipment purchases business, 


meanwhile, recorded another advance the. 


summer quarter and nonresidential construc- 
tion showed new gains. Still, business fixed 
investment continued share incompletely 
the recovery. The third quarter rise was damp- 
ened, however, the shortage steel and 
parts and the inability steel mills ac- 
cept delivery new equipment. Expenditures 
fell short expectations about billion, 
according surveys Government agencies. 

the other hand, the advance residen- 
tial building was checked midyear, both 
new dwelling unit starts and construction put 
place declined. both its rising and taper- 
ing-off phases, the pattern residential con- 
struction 1957-59 was similar that 
years earlier. The pattern, may noted, 
reflects the dependence homebuilding upon 
the availability mortgage credit, which 
turn shaped general credit conditions. 

Government purchases rose only slightly, 
had been the case the spring quarter, and 
continued reflect the growth state and 
local outlays. foreign markets, sales 
producers again increased, extending the 
advance the spring quarter. For the most 
part, increased sales abroad reflected 
the rising demands associated with business 
recoveries other industrial countries. 
result the stepped-up rate foreign sales, 
combined with rather steady volume im- 
ports, the 2-year decline net exports was 
reversed. 


Factors the Outlook 


Aside from the impact the steel strike 
and the possibility its resumption, the fore- 
going analysis has stressed the changing pat- 
tern final demand. The continued evolu- 
tion some the major parts the pat- 
tern will form important guide lines for the 


short-run future. For example, the volume 


residential building rather uniformly ex- 
pected less 1960 than 1959 be- 
cause the unfavorable conditions which 
have existed the mortgage market. The 


more-than-seasonal decline applications for 
Federal underwriting since mid-1959 suggests 
that those credit developments have worked 
their way into the planning stage home 
construction. 

also likely that government spending 
will continue its recent trend, with the re- 
sult that the rise outlays during 1960 will 
less than 1959. Purchases goods and 
services the Federal Government the 
current fiscal year are scheduled about 
equal with those the fiscal year ended 
June 1959. the same time, state and local 
outlays may not increase much the 
past year, due some expected slackening 
highway and school construction. 

While some foreign producers now offer 
much more competition firms, most 
observers expect some increase the share 
decline the trade surplus since 1957 
reflected cyclical factors abroad, particularly 
the interruption the business boom Eu- 
rope. Recently, however, recovery abroad 
from the 1957-58 recession has been rapid. 

Anticipatory surveys indicate expansion 
business capital outlays. The potential 
strength the movement, however, more 
puzzling. The surveys have yielded the pros- 
pect moderate increase. view the 
postponements necessitated the steel situ- 
ation, rather general expectation prevailed 
that the 1960 increase would larger than 
the per cent reported the McGraw-Hill 
survey. interpreting these findings, how- 
ever, must recognized that the disorders 
arising out the steel strike were far from 
correction and that uncertainties relative 
future steel and parts supplies continued. Yet, 
investment boom 1956 proportions 
the making, seems dependent the re- 
turn manufacturing operations 
capacity levels, thereby encouraging new 
surge plant construction. Available evi- 
dence indicates that the margins unused 
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capacity are more generous now than earlier 
periods recovery. However, renewed ex- 
pansion 1960 could reduce the margins 
rather quickly. 

The contribution over-all activity the 
volatile inventory demand difficult gauge 
best. this time, additionally com- 
plicated the steel situation. The need 
rebuild steel stocks widespread and likely 
undertaken the earliest opportunity. 
Moreover, that surge will imposed upon 
more basic situation which seems conducive 
general buildup stocks. Business sales 
both durable and nondurable goods were 
higher relative stocks mid-1959 than they 
had been for some time. Meanwhile, final 
demand has continued expand. The third 
quarter weakness sales which was particu- 
larly evident manufacturing was due 
material shortages rather than any weak- 
ness markets. Moreover, new orders re- 
ceived firms not engaged primary metal 
production held the second quarter high, 
after seasonal adjustment. 

With the knowledge these likely de- 
velopments government and investment de- 
mands, attention may directed toward per- 
sonal consumption. Additions disposable 
income arising out renewed expansion 
the above markets seems likely add con- 
sumer purchases. Currently, markets for autos 
and other consumer durables are quite strong, 
although because the steel strike will 
later the model year before the strength 
auto sales may gauged more accurately. 
the strength continued uptrend the 
economy, general enthusiasm for the new 
models, large replacement market, and 
other factors, auto production has been fore- 
6.7 million units for 1960 compared with 5.5 
million 1959. Such new expansion con- 
sumer markets would, turn, course, pro- 
vide additional strength other markets, par- 
ticularly business investment. 
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